This paper investigates bond market development in Asia by exploring the determinants of firms' decisions to issue public debt in a range of Asian economies. Using a novel database covering the period 1995 to 2007, we use comparable micro level panel of nine countries -China, Hong Kong, Indonesia, Korea, Malaysia, Philippines, Singapore, Taiwan and Thailand -to explore factors that promote bond issuance by firms. We control for firm characteristics and market features such as bond market depth and liquidity; we also consider supra-national policy initiatives to improve bond market function. Our paper demonstrates that regional initiatives have been an important step towards greater bond issuance by firms in Asia, mostly by fostering market deepening and improving liquidity.
What Promotes Greater Use of the Corporate Bond Market? A Study of the Issuance Behaviour of Firms in Asia.
Introduction
The Asian Crisis of 1997-8 was a harsh lesson for countries exposed to borrowing in foreign currency. The crisis caused the US dollar peg to slip in many Asian countries and liabilities such as foreign currency bank loans increased significantly when measured in domestic currency terms. At the same time, the withdrawal of foreign capital and the fire sale of assets caused a deterioration on the other side of the balance sheet, with severe implications for banks and firms (Spiegel (2012) ). The result was an imbalance between domestic assets and liabilities with its roots in the currency mismatch between assets and liabilities. These events prompted calls for the development of financial markets, and particularly local currency bond markets, to reduce exposure to the currency mismatch problem in the future.
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As a result, there were a number of policy initiatives that were undertaken by the Asian governments specifically to encourage the bond market development. Eight Emerging Market East Asian and Pacific (EMEAP) countries co-ordinated the issue and trading of sovereign and quasi-sovereign bonds in 2003 by creating an Asian Bond Fund (ABF) that purchased $1bn of dollar and local currency government bond issues via the Pan Asian Bond Index Fund (PAIF) and the Fund of Bond Funds (FoBF). In December 2004 this was supplemented by the Asian Bond Fund 2 (ABF2) which invested $2bn in domestic currency bonds issued by sovereign and quasi sovereign issues in the EMEAP countries excluding Australia, New Zealand and Japan. A further initiative undertaken by the ASEAN countries, with the support of the Asian Development Bank, sought to improve the infrastructure of the bond markets through the Asian Bond Market Initiative (ABMI), in order to create a more integrated regional market.
Have these policies worked? Figure 1 provides two different measures of bond market development to allow us to evaluate the growth of bond markets in Asia. The first panel shows that corporate bonds outstanding have been growing rapidly since 1995. There was a step increase in the volumes outstanding in 2000, and an increasing rate of expansion from that point onwards. To evaluate bond issuance we refer to the second panel of Figure 1 . This shows that issuance of local currency bonds did in fact follow a similar trajectory to the volumes outstanding, with a very large jump in the early 2000s and a growing volume of issuance thereafter, with only a brief pause in 2010. Figure 2 compares the growth of bond markets against the growth in real activity, measured by GDP. Taking the ratio of bond market capitalization to GDP, we can observe whether markets grew at the same pace or faster than the real economy. The first panel of Figure 2 shows that the ratio increased for the region as a whole: growth in bond market 1 See Batten et al. (2012) for a discussion on foreign bond markets and financial development in Asia.
capitalization exceeded GDP growth. The initial ratio of 7% in 1995 increased to over 34% by 2011, which is approximately a fivefold increase, albeit from a low base. The second panel of Figure 2 shows that the country level experience is more diverse. Taking data at the country level we report figures for 2000 and 2011, which show that bond markets in the financial centres of Hong Kong and Singapore grew rapidly, as did Taiwan, while others grew at a more measured pace, and bond markets in Indonesia and the Philippines actually contracted. Compared to other emerging markets such as Latin America, Asian bond markets are approximately three times larger on the basis of the ratio of local currency bonds outstanding to GDP (see Eichengreen et al. (2006) ). Moreover, the percentage change in total domestic bonds outstanding over the period 2000 to 2008 was 244.2 for Asia, while for all markets covered by the Bank for International Settlements it was equal to 104.5 (see Batten et al. (2012) ). In order for local bond markets to develop there has to be a conducive environment for issuance on the supply side and investment on the demand side. This paper seeks to determine, at the level of the firm, the extent to which policy initiatives aimed at issuers and investors have influenced firms' decisions to issue corporate bonds.
The paper is relevant to two important literatures on corporate financial developments in Asia. First, it notes that firms in Asian countries have greater dependence on bank finance than firms in Latin America (see Burger and Warnock (2006) and Eichengreen et al. (2006) ). This literature considers why Asia does not have larger bond markets, focusing on macro explanations tied to size, volatility and liquidity of the markets as a function of institutional features such as accounting standards, law and order, bureaucracy and corruption (see Eichengreen and Luengnaruemitchai (2004) ).
2 But beyond the macro influences on bond markets, there are studies of firm-level influences in Latin American bond markets as summarised in Borensztein et al. (2008) . We contribute to this literature using firm-level data from Asian countries. Second, bond markets in Asia may be small because firms do not need extensive market finance to invest and grow if internal funds are abundant while they are relatively small. Small and medium sized enterprises rely on internal funds to finance firm-level investment (see Guariglia et al. (2011) and Song et al. (2011) ). In these circumstances we could understand why firms issue relatively few corporate bonds; but as they grow they may require bond finance. In our study we confirm access to liquid assets has a negative effect on the probability of bond issuance at the firm level as this literature suggests.
Despite the importance of this topic, few studies have looked at the determinants of corporate bond issuance in Asia. Chinn and Ito (2006) explain financial development using indicators of capital market openness, legal, institutional and accounting improvements, and Eichengreen et al. (2006) examine the underdevelopment of Asian bond markets relative to Latin American bond markets, but neither take into account firm characteristics. Girma and Shortland (2008) evaluate economic development at the aggregate level following Beck et al. (2001) , and extend this work to analyse the influence of political factors following Rajan and Zingales (2003) , but their definition of financial development is restricted to the ratios of private sector credit and two measures of stock markets finance to GDP, excluding bond market finance. Studies in Borensztein et al. (2008) focus on Latin American firm-level data to explore the determinants of bond market participation at the firm level, but they do not extend their studies to Asia. None of the research that we are aware of considers the impact of the Asian bond market initiatives at the corporate level.
To study firms' issuance behaviour in Asia, we construct a matched firm-level regional panel of data for nine Asian countries over the period 1995-2007 comprising 43,653 annual observations on 4,868 firms. This provides us with a unique dataset combining bond market data with firm-level information from the balance sheet, that allows us to explore the central question using corporate information. We examine whether market factors influenced the firm's decision to issue bonds by improving the financial environment following Eichengreen et al. (2006) and Chinn and Ito (2006) since larger markets with greater liquidity are more likely to encourage firms to issue bonds.
3 Country dummies allow for heterogeneity across national bond markets. Therefore we contribute to the literature in two ways. First, we consider the impact of the Asian Bond Funds (ABF and ABF2) and the Asian Bond Market Initiative (ABMI). Eichengreen et al. (2006) and Burger and Warnock (2006) have argued that market scale was a significant impediment to the development of the corporate bond markets in emerging economies, but these markets have grown in scale and liquidity during our sample period. Moreover, Spiegel (2012) notes that it would be reasonable to expect an improvement in market liquidity between the launch of the Asian Bond Market Initiative and the beginning of the global financial crisis. In order to separate the effects of this regional development from the effect of regional policy initiatives, we refer to Taiwan as a control. Taiwan saw similar development in its national bond market, but it did not participate in the ABF, ABF2 or ABMI initiatives. A difference-in-differences model will tease out the regional bond development and policy influences. The results from this assessment show that there was a positive influence on corporate bond issuance in the ABF, ABF2 or ABMI participating countries.
Second, in order to understand the result from our difference-in-difference model we consider how ABF, ABF2 and ABMI might have influenced firms. The initial objective of these policies was to increase market size and liquidity, c.f. ASEAN (2008) , and this is what they have done, as Chan et al. (2011) demonstrate, although other impediments are still to be removed.
4 Scale and liquidity have direct effects on the probability of bond issuance since they affect costs of entering and exiting the market, and they reduce uncertainty and thresholds for entry. They do this by revealing more accurately the firm's financial condition in the market, and encourage the development of lower cost, local underwriting and rating agencies. There is also an indirect effect from market factors to firm-specific factors because in a world with imperfect information these influences do not necessarily affect all firms equally, but vary with the characteristics of the firm. There is evidence in our results that market size and liquidity have a small significant direct and indirect effects on the probability of issuance. Since we can be quite precise about the timing -ABF was introduced in June 2003, ABMI began co-ordinating bond markets in 2003, and ABF2 was rolled out in June 2005 -our exploration of how much influence the initiatives had on bond issuance at the level of the firm before and after the policy began in 2003 can help provide independent confirmation that policy increased bond issuance. We conclude that regional initiatives have been an important step towards greater bond issuance by firms in Asia, mostly by fostering market deepening and improving liquidity. The Bank for International Settlements has suggested that the ABMI policies in 2003 had greater impact on sovereign issuance, while the later ABF initiatives encouraged greater investor participation (see Chan et al. (2011) ). We confirm this view in our analysis.
The rest of the paper is organised as follows. Section 2 summarises Asian bond market development over the last decade and a half. Section 3 discuses the factors that influence the bond market participation decision. In Section 4 we describe our data sources and characteristics. Section 5 reports our results and Section 6 concludes.
Asian bond markets
The Asian region has long recognised that it has relatively less developed bond markets in Hong Kong, Indonesia, Philippines, Singapore and Thailand; only Malaysia and Korea are exceptions in this regard, but even here the scale of the bond markets is closer to European than US levels as a percentage of GDP. The Asian crisis underlined the vulnerability of corporations to small underdeveloped bond markets. Larger corporations were heavily dependent on bank finance in domestic and foreign currency, while smaller and medium sized enterprises were almost exclusively reliant on domestic bank loans. Domestic banks in turn depended on short-term dollar denominated funds to finance these domestic currency loans creating a potential currency mismatch between assets and liabilities on their balance sheets. The crisis caused funding to banks and corporates to fall, and small local bond markets were unable to provide a "spare tire" for firms c.f. Borensztein et al. (2008) , amplifying its real effects.
In the post-crisis period, building deep and liquid regional bond markets became a priority for policymakers to foster the development of a more diversified and efficient financial sector (see Gyntelberg et al. (2005) ). But the fact that bond markets were separated by country, with low liquidity, limited investor participation, underdeveloped infrastructure and few intermediaries did not make this easy to achieve. It is widely accepted that total market capitalization of between $100-200bn is required to achieve critical mass (see McCauley and Remolona (2004) and Eichengreen et al. (2006) ); but many emerging Asian bond markets excepting those in Korea, and more recently China, Malaysia and Thailand, have failed to reach this level. Until a market reaches this critical size, trading volumes remain low, bidask spreads will be wider than comparable markets elsewhere (if not constrained by market regulations as many are in Asia) and both issuers and investors will remain few in number. It is suggested that a larger public bond market could be a spur to corporate bond issues because market size is a critical indicator of the viability of bond market finance for firms.
Regional governments are aware of this and have taken large strides to improve the bond markets at the country and regional levels. Governments have a) issued increasing numbers of sovereign or quasi-sovereign bonds to establish a yield curve off which corporate bonds can be priced; b) improved market infrastructure to ensure prices and volumes are recorded more quickly, and improved the settlement process; c) encouraged local ratings agencies to provide information on bond issues, reducing information asymmetry; d) widened investor participation in bond markets beyond institutional investors such as private pension funds, insurance companies, investment trusts by lowering the bureaucratic hurdles involved with registration and participation; e) enhanced foreign investor participation by liberalizing the withholding taxes and reporting requirements, and foreign entities have been encouraged to issue bonds themselves.
Perhaps the most prominent initiative has been the move towards a regional bond market, and here there have been two major developments. First, following discussions among the senior executives of the regional central banks the Asian Bond Fund was launched in 2003. Initially this was a commitment by 8 Emerging Market East Asian and Pacific (EMEAP) countries to set aside $1bn of reserve assets in a closed end fund to purchase dollar denominated Asian government bond issues. The ABF2 initiative, launched at the end of December 2004, extended the project to local currency government bond issues through the Pan Asian Bond Index Fund (PAIF) and the Fund of Bond Funds (FoBF). The investment was enlarged to $2bn per country in an open ended fund which was accessible to private sector investors. Second, an Asian Bond Market Initiative (ABMI) launched in 2002 under the ASEAN+3 framework with technical support from the Asian Development Bank. This spurred a number of initiatives to develop regional bond markets including a) the intention to create a robust primary and secondary market for securities by large sovereign bond issues by Asian governments and quasi-government agencies to establish benchmarks, b) Asian government financial institutions' financing requirements intention to meet in Asia, and c) a series of new ventures to create asset-backed securities markets, bond issues by multilateral development banks and government agencies, and bonds to fund foreign direct investment in Asian countries. Several working groups have been established to take these forward.
A review of these developments was commissioned by the EMEAP Working Group on Financial Markets (Chan et al. (2011)). This report concluded that the government bond market had taken considerable steps forward, in terms of market size and liquidity, largely due to the expansion and consolidation of new issuance at key benchmark maturities, the emergence of market making brokers in inter-dealer markets, and the reduction of participation costs for non-resident investors. Expansion of bond markets has varied across Asia since 2003, with the largest growth seen in China, Malaysia and Thailand, but relatively little growth observed in the Philippines and Indonesia. The size of the sovereign bond markets in Malaysia and Thailand now exceeds the $100 billion threshold thought necessary for a deep and liquid bond market, but the move to consolidate the issues at key maturities has meant that overall size and market liquidity at those key maturities are less closely linked.
Influences on the bond market participation decision

Factors that affect a firm's bond issuance decision
Firm-specific characteristics
Previous literature suggests that a firm's size has a positive impact on access to public finance and is expected to increase the probability of a bond issue (Datta et al. (2000) and Calomiris et al. (1995) ). Growing firms are also more likely to issue bonds than firms that have fewer opportunities for expansion because they have greater demand for external funding (see Pagano et al. (1998) and Datta et al. (2000) ). If there are complementarities between issuing equity and bonds, then the number of years a firm has been listed on the stock market may indicate the recognition that a firm receives when it issues; it may also indicate the relationships a firm has built up with banks (see Boot and Thakor (2000) ).
The financial condition of the firm is also an important determinant of access to external finance as argued by Leland and Pyle (1977) , Myers and Majluf (1984) , Rajan (1992) and Pagano et al. (1998) . High leverage can be associated with an unhealthy balance sheet and therefore firms with higher levels of debt face greater difficulties obtaining funds on the markets, especially during recessions (see Cantor (1990) and Bougheas et al. (2006) ). Yet, some authors argue that the probability of raising public finance increases with firms' leverage (see Pagano et al. (1998) , Datta et al. (2000) and Dennis and Mihov (2003)) since a high rate of leverage can be seen as an indicator of a good credit standing and high borrowing capacity of firms. Moreover, firms with high leverage could have higher roll-over needs, and therefore may have greater demand for additional funding from bond markets.
As with leverage, liquidity can have a positive or negative influence on the decision to issue. Low liquidity indicates both the need to raise funds on the demand side, and a signal of low creditworthiness, deterring creditors from offering finance on the supply side. Hale and Santos (2008) find that firms with more liquidity take longer to enter the public bond market due to the fact that they have substantial internal funds, which confirms the findings of Guariglia et al. (2011) for firms in China. Liquidity is also used by Mateut et al. (2006) to determine whether firms resort to bank finance. Dennis and Mihov (2003) argue that bond financing should be more viable for firms with high profits. It is similar in many respects to cost of sales, which records the operating costs associated with the production of goods and services. While profits would contribute to the likelihood of bond issuance, cost of sales would detract from it. There is evidence, however, that profitability may not play as a high importance for Asian firms as it does in the US and Europe. In the case of China, profitability matters for private firms but not for the state-owned firms, as the latter are still enjoying soft budget constraints (see Ding et al. (2010) ). To deal with this issue we replace profitability with cash flow, measured as the sum of the firm's net income and depreciation over total assets, to check the robustness of our findings.
The firm's ability to pledge collateral for debt finance is found to be very important in studies on debt composition (Demirguc-Kunt and Maksimovic (1999) and Booth et al. (2001) ). Assets that are more tangible, sustain more external financing because tangibility increases the likelihood that resources can be recaptured by creditors in case of borrower's default.
Market development characteristics
Following Chinn and Ito (2006) and Eichengreen et al. (2006) we use two indicators to assess the depth of the Asian markets: the ratio of local currency bond issues relative to GDP and the extent of trading in the secondary market relative to the amount of bonds outstanding. We report these indicators in successive columns due to the fact that they are quite highly correlated with each other (the correlation coefficient is 0.51). The size of local currency bond obligations as a percentage of nominal GDP measures the size of the domestic markets compared to the output of the economy, while the trading volume is a measure of bond market liquidity. Local currency issues have risen as a percentage of GDP from 4% at the start of our sample to between 20-25% at the end, while trading volume in the secondary market has risen to over 100 times outstanding volume from a multiple in single digits over the same period. Arguably the more liquid the market is the lower its transactions costs and the less impact trades have on market price (see Jiang and McCauley (2004) ). Burger and Warnock (2007) argue that emerging economies are able to develop local currency bond markets if they are given the opportunity to do so, and this seems to be borne out by the market development data.
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The resulting model we employ is a probit model (c.f. Wooldridge (2010)):
The dependent variable, BON D ijt , takes a value equal to one for each firm, i, issuing a bond in country j at time t. The function F(.) is the standardised normal distribution. The matrix of explanatory variables, X ijt−1 , comprises those firm-specific variables which are lagged one period to mitigate potential endogeneity concerns, and Z jt refers to a market development measure for each country discussed above. Coefficients in matrix β and scalar ϕ are estimated and ϵ ijt is an error term. Our model includes a number of dummies to control for common trends, business cycle effects and industry fixed effects across industries, but of particular interest to us are the differences across countries given the heterogeneity across the region. These effects are measured by α j and are reported in our results as country effects.
Difference-in-differences model
To a great extent the impact of the ABF, ABF2 and the ABMI policies will be observed through their effects on market size and liquidity, but in order to disentangle the effects of the policy from general bond market development, we consider the use of a control group, Taiwan, which experienced a similar trajectory of bond market expansion but did not participate in the ABF, ABF2 and the ABMI initiatives. 6 We use the difference-in-differences estimator to determine whether firms in the eight country group that experienced the policy treatment (treated group) were more likely to issue bonds after the policies were implemented compared to firms in Taiwan (control group). The strategy analyses those firms that were non-issuers before 2003, and examines their behaviour in the period after the policy initiatives began. Our conventional difference-indifferences specification, following the seminal study by Card and Krueger (1994) , makes allowance for other sources of variation in issuance by referring to the control group, and separates the difference in issuance due to the policy treatment in the treated group. The impact of the policy on the probability of bond issuance is specified as follows:
The terms are identical to those defined in the previous sub-section and in addition we have the term P OLICY jt as an indicator that takes a value equal to one when the country j participated in the policy initiative at time t. The estimates are obtained using a differencein-differences estimator. If policy had a significant effect on issuance in bond markets we expect to find a significant difference between the treated and untreated groups in the form of a significant coefficient on the P OLICY jt variable.
Direct and indirect effects of bond market development
We have noted how the growth in bond market size and liquidity in Asia, could potentially influence the issuance decision of firms by lowering issuance costs. These can be separated into direct benefits that lower the cost for all issuers equally, as markets develop better infrastructures, and indirect benefits, which depend on the characteristics of the participating firm. It is possible that some firms could be in a better position to benefit from the development of bond markets than others because they have greater size or greater creditworthiness, for example. If a bond issuing firm had a stronger balance sheet, measured by higher liquidity, profitability and collateral for example, it might face lower underwriting fees, if the underwriter believes that they will be less likely to be left with a large inventory of unsold bonds. Therefore interactions between market size and liquidity with these variables may increase issuance. The interactions indicate the degree to which larger firms, better collateralised, more profitable firms are more likely to issue because this element of the costs of issuing declines in a generally expanding bond market with greater liquidity. These effects are closely associated with policy initiatives, because the policies were designed to improve the functioning of bond markets, and this may have contributed to greater market size and liquidity. By looking at periods before and after the policy initiative we can determine whether the market development between these two periods advantaged all firms (through statistically significant direct effects) or some firms (through statistically significant indirect effects). In other words, we estimate the model for a pre-policy sample (1995) (1996) (1997) (1998) (1999) (2000) (2001) (2002) ) and a post-policy sample (2003) (2004) (2005) (2006) (2007) . We can also compare the size of the effects before and after the policy and test for equality of the coefficient estimates on direct and indirect effects. Equality of coefficients would suggest market development had no greater effect before the policy initiative than it had afterwards, while rejection of equality of coefficients would suggest differences between periods after the policy was effected.
Data
Data description
The data for this study are drawn from several sources and cover firms in both emerging and developed Asian economies namely China, Hong Kong, Indonesia, Korea, Malaysia, the Philippines, Singapore, Taiwan and Thailand. We use data for the period 1995 -2007, which covers a period of major bond market development. We use country dummies to account for the wide regional variation in the transparency, tax treatment, and investor participation in Asian corporate bond markets. We use Bondware to identify all corporate bonds issued in international markets to gather information about the issue dates, denomination, currency and the maturity in the bonds measured.
7 We are also able to identify the type of the coupon (i.e zero coupon, fixed and floating). For the purpose of our analysis we focus on fixed rate bonds. We use Bloomberg to identify similar data for firms that issue bonds in the domestic Asian markets. Our coverage of bond issues therefore embraces both firms with issues in hard currencies, which are almost exclusively US dollar denominated, and firms with local currency denominated bonds. Although local currency issuance first started to capture the market's attention in the late 1990s new issues in local currency now exceed new issues in dollars for most countries therefore it is important to consider both the local and international currency issues in the Asian markets in order to avoid mis-representing the scale of corporate bond issuance. The Thomson Financial Primark database offers balance sheet and profit and loss accounts data for firms in the East Asian region. Our initial sample includes a total of 43,653 annual observations on 4,868 companies. We provide information on financial accounts and ratios for Asian firms operating in all sectors of the economy for the years 1995-2007.
8 Finally, bond market size and liquidity indicators are taken from the Asian Development Bank and the Statistical Bureau of Taiwan. Following normal selection criteria used in the literature, we exclude companies that did not have complete records for all explanatory variables and firm-years with negative sales. We also require the firms have at least 3 consecutive time-series observations. To control for the potential influence of outliers, we exclude observations in the 0.5 percent from upper and lower tails of the distribution of the regression variables. Finally, by allowing for both entry and exit, the panel has an unbalanced structure which helps mitigate potential selection and survivor bias. Our combined sample contains data for 546 firms in China, 442 in Hong Kong, 385 in Indonesia, 910 in Korea, 961 in Malaysia, 240 in the Philippines, 582 in Singapore, 207 in Taiwan and 595 in Thailand that operated between 1995 and 2007 in a variety of sectors including manufacturing, utilities, resources, services and financials. 
Descriptive analysis
We present correlations of the firm-specific variables used in our empirical analysis in Table 1 , where the characteristics have relatively low correlations with each other. Most variables have correlation coefficients below 0.20, and while leverage has higher correlations with variables such as profitability and cash flow, this correlation is never above 0.40. As expected cash flow and profitability are more highly correlated, with a correlation coefficient of 0.68, therefore we use these two variables in separate regressions.
Summary statistics for the variables used in our empirical analysis are provided in Table  2 . The figures are presented for all firms (panel A), those firms that are issuers (panel 8 We used ISIN codes in order to link bond-specific data from Bloomberg with accounting data from Thomson Financial. In addition, the matching of the bond data from Bondware with data from Thomson Financial was made feasible using firms' names.
9 Our dataset includes both non-financial and financial firms because the latter are dominant issuers in markets such as Hong Kong, Korea and Singapore (see Ma et al. (2005) ). However, non-financial firms constitute the vast majority in our sample. Specifically, only 8.8% of the observations in our sample correspond to financial, insurance or real estate firms. The results do not change in qualitative terms if we exclude financial firms from our sample. B) and those that are non-issuers (panel C) reporting mean, standard deviation, minimum and maximum values and the number of observations. We observe that size and growth opportunities are very different for issuers and non-issuers and the differences are statistically significant in both cases (p-values of a test of the equality of means are 0.00 in both cases). The mean value of the log of assets is higher for bond issuers (equal to 17.37) compared to non-issuers (equals 14.14). Moreover, bond issuers have higher average growth rates (10.9% versus 7.4%). Dennis and Mihov (2003) and Hale and Santos (2008) indicate that larger firms typically have more public debt and Datta et al. (2000) find that the likelihood of bond issues is increasing in the firm's size and the need for external funding. This finding is also consistent with the literature on Latin American bond markets (see Borensztein et al. (2008) ). Finally, there are many more non-issuers (89%) than issuers (11%) in our sample.
On the basis of mean values of many financial indicators we find that issuing firms are significantly different from non-issuing firms. Issuers are more leveraged and less liquid, having a leverage ratio of 37% (issuers) to 27% (non-issuers) and a liquidity ratio of 41% (issuers) to 48% (non-issuers). This supports the notion put forward by a number of studies (see Pagano et al. (1998) , Datta et al. (2000) and Dennis and Mihov (2003) ) that highly leveraged firms are successful and have higher borrowing capacity. In addition, since issuing firms have greater debt, and less liquidity, they have greater incentive to access bond markets for additional finance. We also find that bond issuers are more profitable but the difference is at the margin of significance (p-value is 0.06). There is also a significant difference between the collateral of issuers and non-issuers (p-value is 0.00), therefore having more tangible assets is an advantage for bond issuance. In summary, we note that firms' balance sheet indicators are significantly different for issuers compared to non-issuers, and it is possible that differences in financial health are important determinants of the decision to issue bonds. Table 3 reports the estimates of various models that examine the relationship between firmspecific characteristics, market development measures and the probability that a firm will issue bonds. We report these alternatives to gauge whether the relationship is linear (columns 1 and 3) or nonlinear (columns 5 -11). We also check whether our results are robust to considering the probability of bond issuance over a 3-year period (columns 7 and 8), which averages out the effects of frequent refinancing or periodic financing for a longer duration.
Results
Influences on the decision to issue
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We augment our models with market development indicators for size and trading volume (columns 9 and 11). We report coefficient estimates from probit models in odd numbered columns with marginal effects reported in even numbered columns. Country dummies are reported to investigate the differences between issuance behaviour in the national corporate bond markets; we take Korea as our reference country.
Looking at the simplest linear model in column 1, as expected the size of the firm has a positive impact on the probability to issue a bond, indicating that the larger is the firm the more likely it is to issue bonds with a marginal effects of a one percent increase in real assets resulting in a 0.04 increase in the probability that a firm will issue bonds. This result may reflect the high fixed costs of issuing bonds that favour larger firms, or it may be a result of the greater information asymmetry problem that small firms face and the finding is consistent with results reported in papers that use these arguments (see Calomiris et al. (1995) , Johnson (1997) , Cantillo and Wright (2000) , and Dennis and Mihov (2003)). Size is also found to be a key determinant of a firm's decision to issue bonds in studies of Latin American bond markets (see Borensztein et al. (2008) ). Growth in sales also has a small positive effect on the decision to issue bonds (the marginal effect is 0.008). We conclude that there is a minimum efficient scale to overcome before bond finance is economically feasible, and the decision to access bond markets is driven by financing needs proxied by growth in sales. The probability of bond issuance also marginally decreases with the number of years a firm has been listed on the stock market which implies that bonds and stocks are substitutes. This result is in line with earlier reported evidence in Latin American bond markets in Borensztein et al. (2008) .
The financial health indicators of the firm show that creditworthiness has a role to play in determining the probability of bond issue. The higher firms' leverage (LEVER) the more likely they are to issue corporate bonds. The positive effect is economically significant since a unit increase in leverage would increase the probability of bond issuance by 0.09. Similar findings have been reported for Latin America. The economic reason for this result involves demand and supply side influences. On the supply side, higher leverage can be taken as a sign that firms have been able to access debt from banks or markets in the past, perhaps in order to realise growth opportunities or as a sign of overindebtedness. On the demand side, the higher the leverage the higher may be the rollover needs of the firm, stimulating issuance. In order to allow for potential nonlinear effects we re-estimate the model in column 5 with a quadratic term in LEVER. We find that higher debt to assets has a diminishing effect on issuance, and beyond some point further leverage reduces the probability of issuance. There is clearly a nonlinear effect.
The same is true for liquidity. Liquidity can be a useful source of co-funding, and may be positively associated with bond issuance since firms that intend to invest increase liquid assets prior to issuing bonds. But it is also true that beyond some level, firms with greater liquidity may not require additional financing through the bond market, as suggested by Guariglia et al. (2011) and Song et al. (2011) . When we allow for non-linear influence of liquidity on issuance in column 5, we find that liquidity has a positive effect on issuance, while the square of liquidity has a negative effect.
Higher profitability (PROF) and collateral (COLL) are characteristics that might be expected to have a positive influence on the decision to issue bonds. We find it raises the probability of issue by 0.06 in column 1 and collateral increases the issuance probability by 0.08. This is a consistent result across most columns of Table 3 , which suggests that these two variables are important for Asian firms. The evidence in other regions reported by Borensztein et al. (2008) is mixed: two recent studies for Latin American countries find positive and significant coefficients, while two others find negative or insignificant coefficients.
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Given that profitability may not have as much importance for Asian firms as it does for Western firms, we replace it with a measure of cash flow. Our results in column 3, show that the impact of other variables is unchanged when we include cash flow, and cash flow itself has a significant positive effect on issuance.
In columns 1, 3 and 5 we consider the impact of our covariates on the issuance decision in the same year, but it is conceivable that some firms may issue only occasionally for longer periods. To check this possibility we consider whether our covariates influence the probability of bond issuance over a 3-year period in column 7.
12 Compared to the results in column 5, the sign and significance of our variables hardly changes, although the marginal effects tend to fall, and the interpretation of their effects does not change. The specifications in columns 9 and 11 take the model used in column 5 and allow for bond market size and market liquidity (trading volume), respectively. Both variables are expected to increase the desirability of issuing bonds because larger and more liquid markets reduce the costs of issue for firms, and lower the cost of entering and exiting the market for 11 A negative coefficient would be consistent with the pecking order theory of Myers and Majluf (1984) , where more profitable firms seek alternative, lower cost, forms of finance rather than bond finance. In the Latin American studies above, where the coefficient is negative, the data contain both listed and unlisted firms, and listing has a negative effect on the probability of bond issuance. In our case all firms are already listed and therefore have met the profitability threshold to obtain equity finance, and greater profitability would not necessarily alter incentives based on the pecking order theory to issue equity instead of bonds.
12 The number of observations is lower compared with the other regression models due to the construction of the three-year average of the bond issuance variable.
investors. We find that a larger local currency bond market has a small positive influence on issuance, but trading volume does not have a significant impact.
In all our models we have country dummies to explore the heterogeneity in our sample compared to a reference country, Korea. We observe a distinct difference in the probability of issue simply based on the country in which the firm is located. For all firms in our sample, we find those located in Taiwan, Malaysia and Singapore are much more likely to issue compared to firms in Korea, and firms in China, Hong Kong, the Philippines and Thailand show a more moderate probability of issuance. Only Indonesian firms are less likely to issue that Korean firms; Indonesia stands out as the least developed bond market. Firms in other countries have a higher probability of issuing than Korean firms, which probably reflects the fact that issuance in Korea is dominated by large firms, while smaller firms are very unlikely to issue. The differences in the probabilities of issuance between countries are not dependent on our choice of the reference country.
Difference-in-differences results
In order to separate policy influences from the general expansion of market size and liquidity, we introduce Taiwan as a control. Taiwan experienced a similar trajectory of bond market development as the rest of the region, but it did not participate in the ABF, ABF2 and the ABMI initiatives. Taking the probability of issuance in the policy initiative period for the group of countries that participated versus Taiwan, we obtain a difference-in-differences estimate of the influence the policy initiatives had on firms in the eight country group that experienced the policy treatment. None of the firms we examine issued bonds in the prepolicy period, some of them issued bonds in the period after 2003. Since we have firms in countries where a policy was implemented to encourage bond market development and firms in Taiwan where there was no such policy, we can examine whether firms in the countries influenced by the ABF, ABF2 and the ABMI initiatives where more likely to issue than firms in Taiwan, after controlling for the firm-specific and market development influences identified in Table 3 . Our argument is that if regional bond market development were responsible for further increase in the probability of issuance, then we would find a significant difference in the probability of bond issuance between the two groups.
Our results in Table 4 illustrate this point. The POLICY term is a measure of the impact of the policy treatment on the probability of issue. The results indicate that these policies had a positive and significant effect on the probability of issue for firms in countries that participated in ABF, ABF2 and ABMI raising the probability of issue by 0.06 in column 1. Subsequent columns include the market development variables measuring the scale of local currency markets and their trading volume. The coefficient on the policy variable takes a similar magnitude (0.06 -0.09). These findings confirm that the ABF, ABF2 and the ABMI initiatives implemented from 2003 raised the probability of issuing bonds in countries that participated in the policy compared to Taiwan, which did not participate. By way of illustration, the scale of the increase due to policy measures is equivalent to the firm having a one percent increase in its tangible asset to total asset ratio, or a 2.4 percent increase in its size, or rasing its profits by 2 percent.
Direct and indirect effects of bond market development
By looking at periods before and after the policy initiative we can determine whether market development advantaged all firms (through statistically significant direct effects) or some firms (through statistically significant indirect effects). Direct effects are measured in the same way as they were reported in Table, and measure the reduction in cost of bond market participation for issuers and investors as markets develop. Indirect effects are measured by interactions between market liquidity and market size and the balance sheet variables of the firm used in Table 3 .
Therefore, in Table 5 we explore the impact of interactions between market development indicators and firm-specific variables for firms that are issuers in a probit model. The results are comparable to those reported in Table 3 , but they include indirect and direct effects. Results in column 1 report the effects of market size (IN D = LCY ), and in column 2 reports the influence of market liquidity (IN D = T RV OL). As already noted, LCY is a variable measuring market size based on the size of local currency bond obligations as a percentage of nominal GDP. On the other hand, TRVOL is a variable measuring market liquidity based on the extent of trading in the secondary market relative to the amount of bonds outstanding.
The direct effect is measured by the coefficient on the IND term; we observe that market size has a small direct effect on probability of issue in column 1 and market liquidity has a small negative effect on probability of issue in column 2. The indirect effects demonstrate that as the market increases in scale, the size of the firm becomes marginally less important, and leverage of the firm becomes marginally more important. As market liquidity increases, so the age of the firm and the profitability of the firm matter marginally less. It is clear however, that these indirect effects have very small marginal influence compared with the marginal effects of the balance sheet variables themselves.
We reproduce the exercise in order to obtain a difference-in-differences estimate. The main finding here is that the policy influence remains important even in a model where we include interaction terms, and many of the same interaction terms that had significant coefficients in Table 5 are still significant in the difference-in-differences model.
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Next, we focus on the influence of market size and market liquidity in two sub-periods: 1995-2002 and 2003-2007 . For reasons already stated, we expect that while policy initiatives were relatively modest in terms of size, they sent a positive signal to bond markets, and provided many market facilitating policies that could improve bond market function, size and liquidity. This in turn could have promoted the use of the corporate bond market by firms in the region. Therefore, we explore whether direct and indirect effects of market size and market liquidity were more pronounced after 2003. To preserve space, the results of the sample splits are not reported-they are available in the on-line Appendix. We do report, however, the tests of equality in Table 6 .
If we find equality of coefficients, this would suggest market development indicators had no greater effect on corporate bond issuance before the policy initiatives were implemented than afterwards, while rejection of equality of coefficients would suggest differences between periods after the policy was effected.
14 We find we can reject the null of equality of coefficients across the sample splits, when considering the direct effect, for both market size and market liquidity models. Similarly, we find we can reject the null of equality of coefficients across the sample splits, when considering the indirect effect, in seven out of eighteen cases for market size and for seven out of eighteen cases for market liquidity. Therefore, we conclude that split sample results confirm our earlier findings by demonstrating direct effects were significantly stronger after the policy was initiated compared to the pre-policy period, and indirect effects were significantly stronger for roughly half of the interactions, and equal in the others.
Conclusions
The degree of financial integration in Asia varies considerably across the various national capital markets. The governments in the region have attempted to make the development of regional bond markets a high priority, see Ma et al. (2005) . This paper has examined the determinants of bonds issuance using a novel firm-level dataset for several emerging Asian economies. After controlling for firm-specific characteristics and general bond market characteristics, we examine the impact of ABMI and ABF reforms undertaken to enhance the regional bond market.
Our conclusion is that firm-specific characteristics have the most impact on the proba-bility of issue. This is in line with other studies that consider the influence of firm-specific characteristics driving the decision to issue bonds in emerging Latin American markets, for example, see Borensztein et al. (2008) . We confirm that the ability of firms to convince investors, underwriters and rating agencies that their bond issues are viable, is a vital matter. When we explore a difference-in-differences model, controlling for these covariates and comparing the countries that participated in the bond market development policies versus Taiwan, we still find a positive and significant policy effect. This proves to be very robust, suggesting the policy did have a significant effect on firms' decisions to issue bonds. A further analysis of direct versus indirect effects of market development before and after the policy was carried out also confirm this view, since there we rejected the null hypothesis of equality of coefficients for direct effects and roughly half of the interactions measuring indirect effects. Table 2A . Table 3 The decision to issue
Coef.
M.E Coef.
M.E
(1)
(8) Notes: The estimates were obtained using a probit model. Columns 2, 4, 6, 8, 10 and 12 report the marginal effects evaluated at covariate means. The dependent variable is a dummy equal to one if the firm is a bond issuer, and zero otherwise. Robust z-statistics in parentheses. All firm-specific variables are lagged one period. Time, industry and country dummies are included in the models. Notes: The estimates were obtained using a difference-in-differences estimator. The dependent variable is a dummy equal to one if the firm is a bond issuer, and zero otherwise. POLICY takes value one if the country participated in the ABMI and ABF initiatives, and value zero otherwise. Robust t-statistics in parentheses. All firm-specific variables are lagged one period. Time dummies, industry dummies and country dummies are included in the models. Notes: The estimates were obtained using a probit model. Columns 2 and 4 report the marginal effects evaluated at covariate means. The dependent variable is a dummy equal to one if the firm is a bond issuer, and zero otherwise. Robust z-statistics in parentheses. All firm-specific variables are lagged one period. In columns 1 and 2 IN D is a variable measuring the size of local currency bond obligations as a percentage of nominal GDP. In columns 3 and 4 IN D denotes the extent of trading in the secondary market relative to the amount of bonds outstanding. Time dummies, industry dummies and country dummies are included in the models. 
